CITY OF ALBUQUERQUE, NEW MEXICO
MANAGEMENT'S DISCUSSION AND ANALYSIS
June 30, 2007

This section of the City of Albuquerque's (City) Comprehensive Annual Financial Report (CAFR) presents a narrative
overview and analysis of the financial activities of the City for the fiscal year ended June 30, 2007. We encourage readers
to consider the information presented here in conjunction with additional information that we have furnished in our letter
of transmittal.

FINANCIAL HIGHLIGHTS

e The City's total net assets increased by $170.6 million during the year. The assets of the City exceeded its liabilities
at the close of the most recent fiscal year by $3.4 billion (net assets). Of this amount, $231.9 million (unrestricted
net assets) may be used to meet the government's ongoing obligations to citizens and creditors in subsequent
accounting periods.

e As of June 30, 2007, the City's governmental funds reported combined ending fund balances of $330.8 million.
Approximately 80.1% of this amount, $265.0 million, is unreserved fund balance available for spending at the
government's discretion. Included in this amount is approximately $85.0 million in the Capital Acquisition Fund.

e At the close of the current fiscal year, unreserved fund balance for the general fund was $76.2 million or 18.2% of
the total general fund expenditures of $417.3 million. $41.9 million or 10.0% of the total general fund expenditures
is unreserved designated for subsequent years’ operations.

e The City's governmental activities long-term obligations decreased by $40.0 million during the current year. The
key factors in this change were additions to accrued vacation and sick leave pay and claims totaling $52.6 million
and debt reduction payments and liquidations of accrued liabilities totaling $92.6 million.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City's basic financial statements. The City's
basic financial statements contain three components: 1) government-wide financial statements, 2) fund financial
statements, and 3) notes to the financial statements. This report also contains other supplementary information in
addition to the basic financial statements.

Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the City’s finances,
in a manner similar to a private-sector business.

The statement of net assets presents information on all of the City’s assets and liabilities, with the differences between the
two reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator of whether or
not the financial position of the City is improving or deteriorating, absent extraordinary events.

The statement of activities presents information showing how the City’s net assets changed during the most recent fiscal
year. All changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of
the timing of related cash flows. Thus, revenues and expenses are reported in this statement for some items that will only
result in cash flows in future fiscal periods, such as revenues pertaining to uncollected taxes and expenses pertaining to
earned but unused vacation and sick leave.

The government-wide financial statements distinguish functions of the City that are principally supported by taxes and
intergovernmental revenues (governmental activities) from other functions that are intended to recover all or a significant
portion of their costs through user fees and charges (business-type activities). The governmental activities of the City
include public safety and protection, culture and recreation, public works, public health, human services, housing,
highways and streets, and special assessments. The business-type activities of the City include an airport, apartments, a
baseball stadium, refuse disposal services, golf courses, parking facilities, housing authority, and a transit system.
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The City has determined that the Albuquerque Bernalillo County Water Utility Authority (Authority), created with an
effective date of July 1, 2003, is a component unit of the City. The City does however provide certain administrative
services to the Authority under the terms of a Memorandum of Understanding that will expire on June 30, 2012. The
City does not have a relationship with any other government that would cause that government to be considered a
component unit of the City. The Authority’s Comprehensive Annual Financial Report as of and for the year ended June
30, 2007 is available by contacting the Authority at the following address: Fifth floor, P.O. Box 1293, Albuquerque, NM
87103.

Fund Financial Statements

The fund financial statements are designed to report information about groupings of related accounts that are used to
maintain control over resources that have been segregated for specific activities or objectives. The City, like other state
and local governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the City can be divided into the following three categories: governmental funds,
proprietary funds, and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements — i.e. most of the City’s basic services are reported
in governmental funds. These statements, however, focus on (1) how cash and other financial assets can readily be
converted to available resources and (2) the balances left at year-end that are available for spending. Such information
may be useful in determining what financial resources are available in the near future to finance the City’s programs.
Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful
to compare the information presented for governmental funds with similar information presented for governmental
activities in the government-wide financial statements. By doing so, readers may better understand the long-term impact
of the government’s near-term financing decisions. Both the governmental fund balance sheet and the governmental
fund statements of revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities. The City maintains several individual
governmental funds organized according to their type (special revenue, debt service, capital projects and permanent
funds). Information is presented separately in the governmental fund balance sheet and in the governmental fund
statement of revenues, expenditures, and changes in fund balances for the General, General Obligations Debt Service,
and the Capital Acquisition funds, all of which are considered major funds. Data from the remaining governmental
funds are combined into a single, aggregated presentation. Individual fund data for each of the nonmajor governmental
funds is provided in the form of combining statements elsewhere in this report.

The City adopts an annual appropriated budget for the General Fund. A budgetary comparison statement for the
General Fund is presented in the Basic Financial Statements section of this report. A budgetary comparison statement
for the General Obligation Debt Service Fund, a major fund, is presented in the Supplementary Information section. In
addition, the City adopts an annual appropriated budget for other nonmajor governmental funds. Budgetary comparison
statements for those funds are also presented in the Supplementary Information section.

Proprietary funds. Proprietary funds are generally used to account for services for which the City charges customers —
either outside customers, or internal units or departments of the City. Proprietary funds provide the same type of
information as shown in the government-wide financial statements, only in more detail. The City maintains the
following two types of proprietary funds:

- Enterprise funds are used to report the same functions presented as business-type activities in the government-wide
financial statements. The City uses enterprise funds to account for the operations of the Albuquerque International
Airport, Refuse Disposal, and Transit, which are considered major funds of the City. In addition the following
nonmajor funds are reported: Apartments, Golf Course, Parking, Stadium, and Housing Authority.

e Internal Service funds are used to report activities that provide supplies and services for certain City programs and
activities. These funds account for inventory warehousing and stock issues; workers’ compensation, tort and other
claims insurance coverage; vehicle maintenance and motor pool services; and communication services to City
departments. In addition, these funds provide health insurance coverage to City employees. Because these services
predominantly benefit governmental rather than business-type functions, they have been included within
governmental activities in the government-wide financial statements. The internal service funds are combined into
a single, aggregated presentation in the proprietary fund financial statements. Individual fund data for the internal
service funds is provided in the form of combining statements elsewhere in this report.

-13-



CITY OF ALBUQUERQUE, NEW MEXICO
MANAGEMENT'S DISCUSSION AND ANALYSIS
June 30, 2007

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties outside the City. The
City's Trust and Agency Fund is reported under the fiduciary funds. Since the resources of this fund are not available to
support the City’s own programs, it is not reflected in the government-wide financial statements. The accounting used
for fiduciary funds is much like that used for proprietary funds.

Notes to the Financial Statements

The notes to the financial statements provide additional information that is essential to a full understanding of the data
provided in the government-wide and fund financial statements.

Required Supplementary Information (RSI)

The required budgetary comparison statement for the General Fund is presented separately and in the basic financial
statements. The City is not required to provide other information in the RSI and, therefore, no information is presented
there.

Combining Statements

The combining statements referred to earlier in connection with nonmajor governmental funds, nonmajor proprietary
funds, internal service funds, and fiduciary funds are presented immediately following the Notes to the Financial
Statements.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Below is a comparative analysis of government-wide data for the most recently completed fiscal year and the prior fiscal
year.

NET ASSETS
(in millions)
Governmental Business-type Total
Activities Activities Total Percent
2007 2006 2007 2006 2007 2006 Change
Assets:
Current and other assets $ 587.6 $ 583.0 $193.0 $166.5 $ 780.6 $ 7495 4.1%
Capital Assets 2,931.6 2,830.2 524.5 526.3 3,456.1 3,356.5 2.9%
Total assets 3,519.2 3,413.2 717.5 692.8 4,236.7 4,106.0 3.1%
Liabilities:
Long-term liabilities outstanding 343.4 381.2 259.8 260.1 603.2 641.3 -5.9%
Other liabilities 191.2 197.6 44.2 39.6 235.4 237.2 -7%
Total Liabilities 534.6 578.8 304.0 299.7 838.6 878.5 -4.5%
Net assets:
Invested in capital assets,

Net of related debt 2,624.3 2,634.1 297.1 296.1 2,921.4 2,930.2 -3%
Restricted 172.4 165.2 724 715 244.8 236.7 3.4%
Unrestricted 187.9 35.1 44.0 255 231.9 60.6 282.6%

Total net assets $2,984.6 $2,834.4 $413.5 $393.1 $3,398.1 $3,227.5 5.2%

As noted earlier, net assets may serve as a useful indicator of a government's financial position. For the City, assets
exceeded liabilities by $3.4 billion at the close of the year. The largest portion of the City's net assets (86.5%) reflects
its investment of $2.9 billion in capital assets (e.g. land, buildings, infrastructure, and equipment less any related
outstanding debt used to acquire these assets). The City uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending. Although the City's investment in its capital assets is
reported net of related debt, it should be noted that resources needed to pay this debt must come from other sources,
since the capital assets cannot be liquidated for these liabilities. Restricted net assets in the amount of $244.8 million
represent resources that are subject to external restrictions on how they may be used. The remaining balance of
unrestricted net assets, $231.9 million, may be used to meet the City’s ongoing obligations to its citizens and creditors.
At the end of the current fiscal year, the City has positive balances in all three categories of net assets for the
government as a whole, as well as for both the governmental and business-type activities.
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The City's overall net assets increased by $170.6 million during the current fiscal year. The increase in net assets is
explained in the governmental and business-type activities discussion.

CHANGE IN NET ASSETS
(in millions of dollars)

Governmental Business-type Total
Activities Activities Total Percent
2007 2006 2007 2006 2007 2006 Change
Revenues:
Program revenues:
Charges for services $67.5 $86.6 $138.3 $133.7 $205.8 $220.3 -6.6%
Operating grants and contributions * 32.0 32.2 26.0 244 58.0 56.6 2.5%
Capital grants and contributions 0.2 11 205 304 20.7 315 -34.2%
General revenues:
Gross receipts taxes 187.0 184.6 - - 187.0 184.6 1.3%
Property taxes 108.7 101.6 - - 108.7 101.6 6.9%
Other taxes 37.6 36.5 - - 37.6 36.5 3.0%
State shared taxes and fees 197.3 185.8 - - 197.3 185.8 6.2%
Grants, investment income, and other 89.6 77.9 6.5 4.8 96.1 82.7 16.2%
Total revenues 719.9 706.3 191.3 193.3 911.2 899.6 1.2%
Expenses:

General government 83.4 77.1 - - 83.4 77.1 8.1%
Public safety 213.0 2334 - - 213.0 2334 -8.7%
Cultural and recreation 834 773 - - 83.4 77.3 7.8%
Municipal Development (Public works) 417 37.8 - - 41.7 37.8 10.3%
Health and welfare 18.6 144 - - 18.6 144 29.1%
Human services 52.0 495 - - 52.0 495 5.0%
Housing 5.3 3.1 - - 5.3 3.1 70.9%
Highways and streets 23.9 22.8 - - 23.9 22.8 4.8%
Interest expense 17.3 18.9 - - 17.3 18.9 -8.4%
Airport - - 62.3 59.9 62.3 59.9 4.0%
Refuse disposal - - 47.9 45.1 479 45.1 6.2%
Transit - - 48.0 41.0 48.0 41.0 17.1%
Non major enterprise funds - - 43.8 42.7 43.8 42.7 2.5%
Total expenses 538.6 534.3 202.0 188.7 740.6 723.0 2.4%
Excess (deficiency) before transfers 181.3 172.0 (10.7) 4.6 170.6 176.6 -3.3%
Write off of Capital Assets - - - - - - -
Transfers (31.1) (33.3) 31.1 33.3 - - -
Increase (decrease) in net assets $150.2 $138.7 $20.4 $37.9 $170.6 $176.6 -3.3%

* For comparative purposes $4.9 million in gasoline taxes were reclassified to state shared taxes and fees for FY06.
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Governmental activities.

Governmental activities increased the City's net assets by $150.2 million. Governmental

activities revenue increased by $13.6 million, or 1.9% from $706.3 million in fiscal year 2006 to $719.9 million in fiscal
year 2007. Key elements in the growth of the City’s governmental activities revenues are as follows:

Gross receipts tax revenue and state shared taxes and fees, which together account for approximately 53.4% of
the City’s governmental activities revenue, grew by $13.9 million from $370.4 million to $384.3 million, or by
- 16 -
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3.7% from prior year. In the 2007 processing period, the New Mexico Department of Taxation and Revenue
reported $13.9 billion in taxable gross receipts for the City of Albuquerque as compared to $13.2 billion in
2006, a 5.3% increase. In January 2007 there was a 1/8™ cent reduction in GRT. During the year Construction
GRT began to slow down due to the reduction in residential construction.

Program revenues consisting of charges for services, operating and capital grants and contributions, which
account for approximately 13.8% of the City’s governmental activities revenues, were lower than the previous
year and decreased by $20.2 million from $119.9 million to $99.7 million, or by 16.8% A significant portion of
the $19.6 million decrease was attributed to the turnover of the operations of the Metropolitan Detention Center
in FY2007 to the County of Bernalillo. Building permits revenues declined to about 25% in fiscal year 2007.
This decrease was based on the drastic downturn in the number of single family homes permitted in fiscal year
2007. Permit inspection revenues are also significantly lower than fiscal year 2006. Fiscal year 2007 fine
revenues for the City’s red-light program increased due to the increase in the number of intersections
participating in the program.

Property taxes, which account for approximately 15.1% of the City’s governmental activities revenues,
increased by $7.1 million from $101.6 million to $108.7 million, or by 6.9%. In fiscal year 2007 (tax year
2006) property valuation within the City increased $0.56 billion from $9.30 billion to $9.86 billion, or by 6.0%.
This increase reflects the County Assessor’s reassessments and new additions to the tax base and adjustments
for yield control. The increase in property valuation was attributed in part by an increase in the City’s direct
property tax mill levy rate from 11.080 in fiscal year 2006 to 11.148 in fiscal year 2007. The increase in
property tax rate was slightly offset by an increase in the current property tax collection rate from 96.53% in
fiscal year 2006 to 96.78% in fiscal year 2007.

Grants, Investments, and Other Revenues, which account for approximately 12.4% of the City’s governmental
activities revenues, increased by $11.7 million from $77.9 million in fiscal 2006 to $89.6 million in fiscal year
2007, or by 15.0%. Investment earnings were increased by $5.4 million from $14.5 million in fiscal year ended
June 30, 2006 to $19.9 million or by 37.2% in fiscal year 2007. The increase in interest revenues reflects in part
an increase in the interest rates on the City‘s investments. In fiscal year 2007, the City averaged a rate of return
on its common investment pool 4.44% in fiscal year 2007 as compared to 3.32% in fiscal year 2006.

Other taxes such as Franchise, Hospitality, Lodgers, and Payments in Lieu of Taxes increased by $1.1 million
from $36.5 million in fiscal year 2006 to $37.6 million in fiscal year 2007, or by 3.0%. Franchise taxes in fiscal
year 2006 were somewhat weaker than expected. Telecommunications fees were lower than expected and the
warm winter in fiscal year 2006 limited natural gas use. In fiscal year 2007 natural gas prices declined and
revenues were less than expected; however, cable franchise revenues continue to be strong. More detail
comparison of other taxes can be found on Schedule 3 in the Statistical Section of this report.
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Business-type activities. Business-type activities decreased the City’s net assets by ($10.7) million in fiscal year 2007
before operating transfers of $31.1 million. Business-type activities revenues decreased $2.0 million from $193.3 in
fiscal year 2006 to $191.3 million in fiscal year 2007, or by 1%. Key factors for the increases in the Charges for
Services category are as follows:
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e The Airport fund attributed to the largest growth in the business-type activities during the year and had an
increase in net assets of $19.2 million in fiscal year 2007 compared to a $24.6 million increase in 2006. The
significant portion in the increase in net assets was the addition of land for the Aviation Santa Fe airport
hanger, improvements to the Sunport terminal ($2.0 million), improvements to the Double Eagle Il Airport
buildings ($1.7 million), extension of University Blvd ($2.9 million), and replacement of terminal apron ($10
million). The passenger facilities charges (PFCs) increased slightly from $8.2 million to $8.3 million in fiscal
year 2007. Sunport revenues also increased due to additional revenue from leased sites at Double Eagle,
Airport Parking and Car Rental Facilities. Negotiations with the airlines resulted in a decrease in Airfield and
Airline rent revenues that were offset by an increase in Airport concessions and general aviations revenues.

e For the Refuse Disposal fund, the reported change in net assets of $4.1 million was higher than the increased of
$2.2 million in fiscal year 2006. Charges for services increased $3.9 million during the year while operating
cost increased by only $2.8 million.

e For the Transit Fund, the current year change in net assets decreased $2.9 million compared to an $11.9 million
increase for the prior year. The amount of capital assets purchased or constructed decreased from $13.4 million
in fiscal year 2006 to $6.3 million in fiscal year 2007. The additions to equipment for the Transit Fund were for
buses and vans ($5.7 million). The operating subsidy transfer from the General Fund also decreased from $33.0
million in fiscal year 2006 to $31.1 million in fiscal year 2007.

The changes in the net assets of the other business-type activities amount were not significant.
FINANCIAL ANALYSIS OF THE CITY'S FUNDS

Governmental funds

The focus of the City's governmental funds is to provide information on near-term inflows, outflows, and balances of
resources that are available for spending. Such information is useful in assessing the City's financing requirements. In
particular, unreserved fund balances may serve as a useful measure of a government's net resources available for
spending at the end of the fiscal year. Types of Governmental funds reported by the City include the General Fund,
Special Revenue Funds, Debt Service Funds, Capital Project Funds, and Permanent Funds. At the end of the current
fiscal year, the City's governmental funds reported combined ending fund balances of $330.8 million, an increase of
$1.6 million in comparison with the prior year. Approximately 80% of this amount, $265.0 million, is unreserved fund
balance available for spending at the government's discretion of which $223.1 million is unreserved, undesignated and
$41.9 million is unreserved, designated for subsequent years’ operations. Included in unreserved fund balance is $85.0
million in the Capital Acquisition Fund. The remainder of fund balance is reserved to indicate that it is not available for
new spending because it has already been committed: 1) $11.6 million to pay debt service; 2) $22.5 million for
acquisition and management of open space and urban enhancement; 3) $18.2 million to show the fund balance
representing advances to other funds and other assets not available for spending; and 4) $13.5 million for various other
restricted purposes.

Revenues for governmental funds overall totaled approximately $726.6 million in the fiscal year ended June 30, 2007,
which represents an increase of $19.9 million from the previous year total of $706.7 million. The major causes for the
increase were: 1) tax revenues increased by $15.6 million; 2) intergovernmental revenues decreased by $2.6 million
caused by a loss of revenue associated with the loss of operations of the Metropolitan Detention Center (MDC) which
was offset by an increase of state shared gross receipts tax; 3) charges for services decreased by $6.8 million in part to
MDC operations; 4) interest income increased by $2.6 million; and 5) miscellaneous other revenue by $5.2 million.

The City’s governmental funds expenditures of $730.2 million decreased by $23.5 million from the previous year total
of $753.7 million. The primary cause of the decreased of expenditures related to the loss of operations of the
Metropolitan Detention Center. As a result of this, public safety expenditures decreased by $40.4 in total from prior
year. General Government expenditures increased by $25.7 from $71.5 million in fiscal 2006 to $97.3 million in fiscal
year 2007. These increases in General Government expenditures generally reflect a rise in demand and need for public
services and payments of $14.2 to Bernalillo County for MDC operations.

General Fund. This is the City's chief operating fund. At the end of the current fiscal year, the total fund balance was
$84.6 million, of which $76.2 million is available as an unreserved fund balance. $41.9 million of the unreserved fund
balance is designated for subsequent years’ operations. The remaining fund balance is reserved to indicate that non-
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current financial resource assets of $8.4 million are unavailable to spend or already are committed for spending. The net
change in fund balance for the current fiscal year was a decrease of $2.7 million. The total revenues of $469.2 million
for the current fiscal year were $24.9 million greater than for the previous fiscal year. The increase largely resulted from
an increase of $7.4 million in tax revenues and $13.2 million in intergovernmental revenues.

Total expenditures of $417.3 million represent an increase of $45.2 million over the previous fiscal year. A significant
portion of this increase was $24.2 million in general government expenditures and $10.4 million for police and fire
protection programs due to an increased emphasis on public safety. See the General Fund budgetary highlights for an
analysis with respect to budgets.

G.0. Bond Debt Service Fund. This fund is used to accumulate resources for the repayment of the City’s General
obligation bonds. G.O. bonds are backed by the full faith and credit of the City and may be used to finance any capital
improvement approved by the voters. G.O. bonds may be redeemed by any regular City funding, but by policy, are
generally redeemed by property taxes paid to the City. The City’s General Obligation Debt Service fund balance
decreased $1.8 million from $9.9 million in fiscal year 2006 to $8.1 million in fiscal year 2007 as the result of principal
and interest debt payments exceeding dedicated revenues. Property tax revenues dedicated to the repayment of GO
Bonds increased by $4.3 million from $73.4 million in fiscal year 2006 to $77.7 million in fiscal year 2007, or by 5.9%.
Interest earned in the GO Bond Debt Service Fund decrease to $1.3 million from $1.6 million in the previous year. The
City’s property tax rates have remained constant for well over a decade and no tax rate increase has been required to
fund the G.O. bond program of capital improvements.

Capital Acquisition Fund. This fund is used to accumulate resources for the acquisition of Capital. Capital is defined as
tangible property with a life beyond a one year budget cycle. Land, infrastructure, equipment, buildings as well as the
services required to build or install these assets may be classified as capital. Capital acquisition is primarily funded by
bond proceeds, but recurring and non-recurring revenue may be used. Major capital improvements for the City are
funded primarily with general obligation and enterprise fund revenue bonds. In many cases, these bond funds are
matched with Federal and/or State contributions and private assessments. During the 2007 fiscal year, the Capital
Acquisition Fund unreserved fund balance decreased by $25.5 million from $110.4 million in fiscal year 2006 to $85.0
million in fiscal year 2007. The decrease in fund balance during the year is attributed to the expenditure of capital outlay
in the amount of $127.2 million exceeding new debt proceeds of $36 million, intergovernmental revenues of $38.2
million, net transfers in of $19.7 million, and other revenue sources of $7.8 million.

Proprietary funds. The City's proprietary funds provide the same type of information presented in the government-wide
financial statements Business-type Activities, but in more detail. At the end of the fiscal year, the unrestricted net assets
(in millions) were as follows:

Airport Fund $ 134
Refuse Disposal Fund 7.3
Transit Fund 7.0
Nonmajor enterprise funds 17.8

Total $ 455

Internal Service Funds. Internal Service Funds are used to account for certain governmental activities and had
unrestricted net assets of $15.8 million in fiscal 2007 as compared to a unrestricted net assets of $8.3 million in fiscal
year 2006. In fiscal year 2007 the Risk Management fund net asset had unrestricted fund balance of $3.1 million which
decreased from $8.3 million in fiscal year 2006. The Employee Insurance fund attributed to a significant portion of the
increase in the net assets of $4.9 million, followed by the Risk Management fund net assets which increased by $2.3
million. All other internal service funds had positive unrestricted net assets.

Fiduciary funds. The only fund in this category is the City's Trust and Agency fund. This fund is used by the City to
account for funds held for third parties. There were no significant changes during the year.

General Fund budgetary highlights

The City’s final fiscal year 2007 budget did not differ significantly from the original budget in total, primarily because
the growth in gross receipts tax revenues and other revenue sources was equal to or greater than forecasted growth.
During the year, the City’s General Fund original budget of $476.7 million increased by $21.5 million to $498.2 or by
4.5%. Significant changes between the original budget and final amended budget are summarized as follows. A
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recurring appropriation of $473,000 to establish new Open and Ethical Election fund. Appropriations of $7,925,000 for
non-recurring items as follows: Council Services; $200,000 for contract on modern street car system, City Support
Functions; $4,800,000 to reserve monies for metropolitan park in downtown, $300,000 to complete Vista de Estrella
Park, $1,050,000 for rail-yard property acquisition, Cultural Services: $400,000 for Tri-centennial cleanup, Family and
Community Services: $400,000 development of affordable housing, $260,000 for community recreation, Planning;
$300,000 for One Stop Shop building demolition, and various other miscellaneous changes totaling $215,000.
Appropriations of $5,119,000 for encumbrances pending as follows: Police, $3,200,000; Planning, $792,000; Family
and Community Services, $368,000; Fire, $194,000; Municipal Development, $188,000; and various other programs
totaling $377,000. A Clean-up resolution appropriation of $3,189,000 as follows: City Support Functions; $466,000 to
operating grant fund; Family and Community Services $2,371,000; Human Resources, $145,000; Police, $180,000; and
various other programs totaling $27,000. A Budget resolution appropriation of $3,710,000 as follows; Municipal
Development, $360,000 for street services and $800,000 for transfer to gas tax fund; Police, $2,000,000 for
neighborhood policing and $250,000 for officer support; Transit/Parking, $300,000 for transfer to transit operating fund.
A final budget clean-up resolution of $1,080,000 as follows: for Police neighborhood policing, $1,052,000 and $28,000
City Support Functions. The City’s other budgeted funds increased from $435,493,000 original to $451,452,000 final.
During the year budget resolutions were passed totaling $15,959,000 for the following significant areas: GO bond debt
service $3,662,000; sale tax bond debt service $1,683,000; Refuse Disposal Operating fund $2,190,000; Transit
Operating fund $2,542,000; Risk Management fund $1,064,000; and various other funds totaling $4,818,000.

All General Fund departments continue to answer the call for budgetary responsibility by carefully controlling their
expenses and returning funds. These actions resulted in actual expenditures being $21.7 million less than the final
budget. Revenues continued to be difficult to predict during this fiscal year with mixed economic indicators and
activities. Revenues were $22.2 million greater than anticipated in the original budget. Gross receipts tax (local option
and state shared) a major component of the City’s operating revenue came in at $13.7 million more than the original
budget. Photo enforcement fines were $7.7 million greater than anticipated in the original budget. Property tax revenues
were $1.2 million higher than expected as the result of 6.0% increase in assessed taxable property values within the City.
Revenues were weaker than budgeted in indirect overhead ($2.2 million).

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets. The City's capital assets for its governmental and business-type activities as of June 30, 2007, amount to
$3.5 billion (net of accumulated depreciation). Capital assets include land, buildings, infrastructure, improvements other
than buildings, and equipment. The total increase in the City's capital assets for the current fiscal year was $99.6 million
or 3.0% from fiscal year 2006.

CAPITAL ASSETS
(net of depreciation, in millions of dollars)

Governmental Business-type Total

Activities Activities Total Percent

2007 2006 2007 2006 2007 2006 Change

Land $244.7 $239.1 $61.7 $ 61.0 $306.4 $300.1 2.1%

Right of way 1,042.7 1,042.7 - - 1,042.7 1,042.7 0.0%

Other 1.1 1.0 0.9 0.7 2.0 1.7  17.6%

Buildings and improvements 166.9 153.2 242.9 238.9 409.8 392.1 4.5%

Runways and improvements - - 89.6 89.6 89.6 89.6 0.0%
Improvements other than

buildings and runways 171.0 157.5 69.3 69.3 240.3 226.8 5.9%

Equipment 40.6 421 358 42.7 76.4 84.8 -9.9%

Infrastructure 790.2 785.7 2.5 2.5 792.7 788.2 0.6%

Construction in progress 474.4 408.9 21.8 21.6 496.2 430.5 15.2%

Total $2,931.6 $2,830.2 $524.5 $526.3 $3,456.1 $3,356.5 3.2%

Governmental activities. In Fiscal year 2007, $29 million of street infrastructure was placed into service along with $3.7
million of storm infrastructure, $3.4 million for parks and recreation community centers and swimming pools, $17.4
million of parks and recreation improvements. The construction work in progress consists of expenditures made in
connection with the Capital Acquisition, Infrastructure Tax, and Quality of Life Funds. The construction work in
progress increased by $73 million primarily due to streets storm sewer and park development.
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Business-type activities. In 2007, addition to land was for the Aviation Fund Santa Fe airport hangar. Additions to
buildings/improvements for the Aviation Fund include expansion of and improvements to the Sunport terminal ($2.0
million); improvements to Double Eagle Il Airport buildings ($1.7 million); and the extension of University Blvd ($2.9
million). The additions to runways were for the Aviation Fund replacement of terminal apron ($10 million). The Transit
Fund had improvements to various transit facilities ($1.3 million). The additions to equipment were to the Transit Fund
for buses and vans ($5.7 million) and the Refuse Fund for heavy equipment and refuse disposal vehicles ($0.8 million)
and the Aviation Fund for heavy equipment for terminal apron maintenance ($0.6 million). The construction work in
progress had no significant increase or decrease. The construction work in progress consists of expenditures made in
connection with the Airport Fund, Refuse Disposal Fund, Transit Fund, and Housing Authority Fund. The major
amounts are for improvements to the Sunport. More detailed information may be found in Section IV Note C. Capital
Assets of the accompanying financial statements. The business-type funds have uncompleted construction and other
commitments in the amount of $59.3 million that will be paid from assets restricted for construction, improvements and
replacements or from operating revenues. More detailed information may be found in Section IV Note Q. Commitments
and contingencies of the accompanying financial statements.

Debt Administration. At the end of the current fiscal year, the City’s Governmental Activities had total long-term
obligations of $343.4 million, of which $87.3 million is due or payable within the next fiscal year. The total bonded
debt (net of unamortized discounts ($1.7 million) and deferred amounts on refunding ($4.9 million) and including
unamortized premiums of $5.6 million) is $234.7 million. The remaining debt is for loans, accrued vacation and sick
leave pay, and claims payable. During the fiscal year ended June 30, 2007 the City issued $36.0 million in short term
general obligation bonds. Bond proceeds were deposited into the Capital Acquisition Fund to finance projects relating
to fire protection ($2,900,000), citizens’ centers ($5,725,000), parks and other recreational equipment ($9,000,000),
facilities and equipment ($5,537,500), public library ($1,050,000), public transit facilities ($1,910,500), zoo
($1,200,000), streets ($8,077,000) and museums ($600,000). The City’s Business-type Activities had long-term
obligations of $284.5 million, of which $23.5 million is due or payable within the next fiscal year. During the year, the
City entered into a tax-exempt lease-purchase agreement for $20 million. The ratio of net general obligation bonded debt
to taxable valuation and the amount of bonded debt per capita are useful indicators to management, citizens and
investors of the City's debt position. The State's Constitution provides for a legal debt limit of 4% of taxable valuation.
The percentage for the City of Albuquerque is 2.72% of the $9.8 billion taxable value of property within the City's
boundaries. The City currently may issue up to an additional $127.4 million of general obligation bonds. It has $266.9
million of general obligation debt outstanding subject to the legal debt limit at June 30, 2007. The net general bonded
debt per capita is $461. The highest per capita amount in the last ten fiscal years was $599 in the fiscal year ended June
30, 2005 and the lowest per capita amount was $338 in the fiscal year ended June 20, 2003. The City's ratings on
uninsured general obligation bonds remained unchanged from the prior year, and as of June 30, 2007 were:

Moody's Investors Service, Inc. Aa3
Standard & Poor's Ratings Service AA
Fitch, Inc. AA

The City has authorized in October 2006 its Third Lien Airport Revenue Commercial Papers Note Series A, B and C. It
is anticipated that the notes will be issued in early Spring of 2008. More detailed information may be found in Note G of
the accompanying financial statements.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET AND RATES

The City’s elected and appointed officials considered many factors when setting the fiscal year 2008 budget. Many of
the City’s revenues are influenced by the economy. The gross receipts tax revenue forecast, particularly, is highly
influenced by economic conditions. The budget contemplates growth in gross receipts tax revenues over the prior year,
reflecting slightly weaker national economy, but a somewhat stronger local economy in terms of total employment.
Construction employment in the area has remained unusually high, but is expected to slow during fiscal year 2008. This
slowdown is expected to decrease the Gross Receipts Tax revenue from construction projects. Charges for entry into
City venues and other fees and charges for services remained unchanged in the fiscal year 2008 budget. Property tax
revenues continue to grow as the economy expands. One mill of taxing authority was converted from capital to
operations during fiscal year 2004. A state imposed limitation on assessed value for residential properties is not
expected to have a major fiscal impact in the near term. In the October 2005 general municipal election, the voters
passed a bond issue of $121.1 million. The infrastructure program is expected to have only modest impact on the City’s
operating budget.
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Effective July 1, 2006 the City turned over operations of the Metropolitan Detention Center to Bernalillo County.
Although not included in the fiscal year 2007 budget, the City cut taxes by 0.125% effective January 1, 2007. A full
year of this tax cut was included in the fiscal year 2008 budget. This was to offset the same increase in taxes imposed
by Bernalillo County to operate the Detention Center. The following table presents the underlying assumptions used in
the budget process:

Economic Variables Underlying the Forecast by Fiscal Year (October 2006)

2006 2007 2008
National Variables
Real GDP Growth 3.40% 2.60% 2.70%
Federal Funds Rate 4.20% 5.20% 4.50%
10 U.S. Bonds 4.60% 4.70% 4.70%
CPIU 3.80% 2.40% 2.20%
Unemployment Rate (U.S.) 4.80% 4.80% 5.00%
Total Non-Farm Employment 1.50% 1.20% 1.20%
Manufacturing Employment -0.50% -0.20% -0.40%
Consumer sentiment index
University of Michigan 85.7 87.4 88.8
Exchange Rates 83.10% 77.80% 73.20%
Current Trade Account -838.1 -866.2 -832.8
Wage growth 2.60% 3.00% 2.80%
Change in output per hour 2.60% 1.90% 2.10%

Albuquerque Variables
Employment Growth and Unemployment in Albugquerque MSA

Total Non-Ag ABQ 2.50% 3.00% 1.90%
Private-Non Construction 2.00% 2.80% 2.10%
Construction Employment (growth) 8.80% 5.80% 1.60%
Manufacturing (ABQ) 1.90% 5.00% 4.20%
Unemployment Rate (ABQ) 5.50% 4.70% 4.10%
Construction Units Permitted in City of Albuquerque

Single-Family Permits 4,331 2,965 2,958
Multi-Family Permits 269 169 205

Total Residential Permits 4,600 3,134 3,163

Source Global Insight and FOR-UNM October 2006 Baseline

The total original General Fund appropriation for fiscal year 2008 is $496.96 million before interfund eliminations and
$452.7 million after eliminations. Total appropriation increased by $20.3 million, which is a 4.25% increase over the
original fiscal year 2007 budget. Recurring appropriations increased by 3.8%, while non-recurring appropriations
increased by 8.63%, primarily due to the use of fund balances.

The international, national, state and local economies have shown modest growth following the 2001-2002 recession,
but recent increases and sustained high prices of oil and natural gas, bring concern about the effects it will have on the
City’s 2008 budget. Costs for items such as fleet and building operations are escalating or remain high. These increased
prices also may have negative impacts on revenues as consumers spend more on gasoline and fewer dollars are available
to spend on items subject to the gross receipts tax. However, the City continues to diligently monitor expenditures along
with revenues so that it can respond quickly should changes be required.

Request for Information

This financial report is designed to provide our citizens, taxpayers, customers, investors, and creditors with a general
overview of the City’s finances and to demonstrate the City’s accountability for the money it receives. If you have
questions about this report or need additional financial information, contact the Director’s office for the Department of
Finance and Administrative Services of the City at Director’s Office, DFAS, Room 11015, One Civic Plaza N.W.,
Albuquerque, New Mexico 87103.
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